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may not exceed the limitation on con-
tributions and other additions (as de-
scribed in § 1.415–6) applicable to the 
employee for that taxable year. See 
§ 1.415–7 for provisions applicable in the 
event an employer maintains a defined 
benefit plan and a defined contribution 
plan for the same employee. See § 1.415–
8 for provisions applicable in the event 
an employer maintains more than one 
defined contribution plan covering the 
same employee. 

(e) Includible compensation—(1) In gen-
eral. For purposes of computing, under 
paragraph (d) of this section, an em-
ployee’s exclusion allowance for a tax-
able year, such employee’s includible 
compensation in respect of such tax-
able year means the amount of com-
pensation from the employer— 

(i) Which was earned during the most 
recent period (ending not later than 
the close of the employee’s taxable 
year for which the exclusion allowance 
is being determined) that, under para-
graph (f) of this section, may be count-
ed as one-year of service, 

(ii) Which is includible in the em-
ployee’s gross income, and 

(iii) In the case of an employee of an 
employer described in paragraph 
(b)(1)(ii) of this section, which is at-
tributable to services performed for an 
educational institution (as defined in 
section 151(e)(4)). 
See subparagraph (2) of this paragraph 
for special rules for determining the 
amount of compensation which is in-
cludible in the employee’s gross in-
come. 

(2) Special rules for determining the 
amount of compensation includible in the 
employee’s gross income. For purposes of 
subparagraph (1) of this paragraph, the 
amount of compensation which is in-
cludible in the employee’s gross in-
come shall be computed without regard 
to the exclusions allowed by section 
105(d) (relating to wage continuation 
plans) and section 911 (relating to 
earned income from sources without 
the United States). Therefore, although 
amounts received by the employee 
from the employer while he is absent 
from work on account of personal inju-
ries or sickness may be excludable 
from his gross income under section 
105(d), such amounts are, nevertheless, 
considered as includible in his gross in-

come for purposes of computing his in-
cludible compensation. On the other 
hand, in computing the amount which 
is includible in the gross income of the 
employee for purposes of subparagraph 
(1) of this paragraph, there shall not be 
included any amount which is contrib-
uted by the employer for an annuity 
contract to which paragraph (b) of this 
section applies. Thus, although the 
amount of any employer contributions 
for an annuity contract to which para-
graph (b) of this section applies is, to 
the extent it exceeds in any taxable 
year the employee’s exclusion allow-
ance for such year, includible in the 
employee’s gross income for that year, 
such amount is not considered as in-
cludible in the employee’s gross in-
come for purposes of computing his in-
cludible compensation for that year. 

(3) Period during which compensation 
must be earned. For purposes of com-
puting an employee’s exclusion allow-
ance for a taxable year, there may not 
be taken into account, as includible 
compensation, any compensation 
which was earned by the employee dur-
ing a taxable year ending after the tax-
able year for which the exclusion al-
lowance is being determined. On the 
other hand, an employee’s includible 
compensation may include all or part 
of his compensation earned during a 
taxable year prior to the taxable year 
for which the exclusion allowance is 
being determined. Such a situation can 
occur, for example, when an employer 
purchases an annuity contract for a re-
tired employee, or when an employer 
purchases an annuity contract for a 
part-time employee whose most recent 
one-year period of service (within the 
meaning of paragraph (f) of this sec-
tion) extends over more than one tax-
able year of such employee. For pur-
poses of this subparagraph, it is imma-
terial when the compensation is actu-
ally received by the employee or for 
what taxable year it is includible in his 
gross income. 

(4) Status of employer. In computing 
an employee’s exclusion allowance for 
a taxable year, there is not taken into 
account, as includible compensation, 
any compensation which was earned 
during a period when the employer was 
not an employer described in paragraph 
(b)(1) (i) or (ii) of this section since 
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under paragraph (f)(2) of this section an 
employee is not considered to be in the 
service of the employer for any such 
period. On the other hand, it is imma-
terial whether the employer is an em-
ployer described in paragraph (b)(1) (i) 
or (ii) of this section at the time the 
compensation is actually received by 
the employee. Thus, if an employee re-
ceives compensation during his 1961 
taxable year for services performed 
during his 1960 taxable year, such com-
pensation can qualify as includible 
compensation if his employer was an 
employer described in paragraph (b)(1) 
(i) or (ii) of this section during 1960, 
even though such employer was not 
such an employer during 1961. See, 
also, paragraph (b) of this section 
which provides that the exclusion al-
lowance is only applicable with respect 
to contributions which are made by an 
employer at a time when such em-
ployer is an employer described in 
paragraph (b)(1) (i) or (ii) of this sec-
tion. 

(f) Years of service—(1) In general. In 
computing an employee’s exclusion al-
lowance for a taxable year, it is nec-
essary to determine such employee’s 
number of years of service for the em-
ployer as of the close of such taxable 
year. For this purpose, the number of 
years of service of an employee for an 
employer shall be determined in ac-
cordance with the rules set forth in 
this paragraph. In addition, such rules 
are applicable in determining, for pur-
poses of paragraph (e) of this section, 
an employee’s most recent one-year pe-
riod of service. 

(2) Exempt status requirement. For pur-
poses of determining an employee’s 
number of years of service for an em-
ployer and his most recent one-year pe-
riod of service for such employer, an 
employee shall not be considered to be 
employed by the employer, or to be in 
the service of the employer, during any 
period that the employer is not an em-
ployer described in paragraph (b)(1) (i) 
or (ii) of this section, or, in the case of 
an employee of an employer described 
in paragraph (b)(1)(ii) of this section, 
during any period when the employee 
is not performing services for an edu-
cational institution (as defined in sec-
tion 151(e)(4)). The rule in this subpara-
graph may be illustrated by the fol-

lowing example: A was employed on a 
full-time basis by the X scientific orga-
nization during the whole of 1959 and 
1960 and during half of 1961. Both A and 
the X Organization use the calendar 
year as their taxable year. The X Orga-
nization was an organization described 
in section 501(c)(3) and exempt from tax 
under section 501(a) during the years 
1959 and 1961, but not during the year 
1960. For purposes of determining A’s 
exclusion allowance for 1961, he is con-
sidered to have 11⁄2 years of service (his 
service during 1959 and 1961) and his 
most recent one-year period of service 
ending not later than the close of 1961 
consists of his service during 1961 
(which is equal to 1⁄2 year of service) 
and his service during the last half of 
1959 (which is equal to another 1⁄2 year 
of service). 

(3) Service included. For purposes of 
computing an employee’s exclusion al-
lowance for a taxable year, there may 
be taken into account, in determining 
his number of years of service, all serv-
ice performed by him as of the close of 
such taxable year. Therefore, whenever 
possible, service performed during each 
of the employee’s taxable years should 
be considered separately in arriving at 
his total number of years of service. 
For example, if an employee who re-
ports his income on a calendar year 
basis is employed on a full-time basis 
on July 1, 1959, and continues on a full-
time basis through December 31, 1960, 
his number of years of service as of the 
close of his 1960 taxable year should, if 
possible, be computed as follows:
(a) Number of years of service performed during 1959 

taxable year ................................................................ 1⁄2
(b) Number of years of service performed during 1960 

taxable year ................................................................ 1
(c) Total number of years of service as of close of 

1960 taxable year ((a)+(b)) ........................................ 11⁄2

However, in determining what con-
stitutes a full year of service, the em-
ployer’s annual work period, and not 
the employee’s taxable year, is the 
standard of measurement. For exam-
ple, in determining whether a professor 
is employed full time, the number of 
months in the school’s academic year 
shall be the standard of measurement. 

(4) Full-time employee for full year. (i) 
Each full year during which an indi-
vidual was employed full time shall be 
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